CITY OF LODI

CoUNCIL COMMUNICATION

AGENDA TiTLE:

MEETING DATE:

PREFPARED BY:

Review and Adopt by Resolution the Fiscal Policies and Budget
Format for the 2003-05 Financial Plan and Budget

January 15, 2003

Deputy City Manager and Finance Director

RECOMMENDED ACTION:

BACKGROUND INFORMATICN:

That the City Councll review and adopt the fiscal policies and budget
format for the 2003-05 Financial Plan and Budget.

in 1994-96 the Cily adopted their first two-year budget format. This

two-year format includes a section containing formal statements of financial policies.  Staff will present an
averview of the current award winning financial policies and budget formal. A more detailed discussion of
the history and evolution of the budget format were presented to Council at the November 19, 2002

shirisicave session.

The format {0 be used for the budget document and the City's formal fiscal policies are the vital foundation
on which the 2003-05 Financial Plan and Budget will be built. As such, the City Manager is recommending
formal adoption of the policies and format 1o provide for effective planning in the preparation and
management of the Cily's overall budget.

FUNDING:

None required at this time.

Deputy City Manager

UseSna, M oacly
Vicky McAthie, Finance Director

APPROVED:

@ity Manager
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2003-2005 FINANCIAL PLAN AND BUDGET

OVERVIEW - BUDGET POLICIES AND GOALS

OVERVIEW

The overall goal of the Citys Financial Plan and Budget is to establish and maintain effective
management of the City’s resources. Formal statements of budget policy and major goals provide the
foundation for effective planning. Accordingly, this section describes the basic budget policies used in
cuiding the preparation and management of the City’s overall budget. This section is composed of the
following major units:

ES

Budget Management and Control Policies

Major City Goals

Some of the henefits to establishing financial policy melude:

1.

b

6.

7.

Publicly adopted policy statements contribute greatly to the credibility of and public confidence
in the City. For the credit rating industry and prospective investors, such statements show the
City’s commitment te sound financial management and fiscal integrity.

Established policy saves time and energy. Once decisions are made at the policy level, the issues
do not need to be discussed each time a decision has to be made.

The process of developing overall policy directs the attention of staff and Council to the City's
total financial condition rather than single-issue areas. Moreover, this process requires staff and
Council to think about linking long-term financial planning with day-to-day operations,

As overall policies are developed, the process of trying to fie issues together can bring new
information to the surface and reveal further issues that need to be addressed.

Developing financial policies reinforces the Council's policy role in maintaiming good financial

condition,

Setiing financial policies can improve the City's fiscal stability by setting a forward-looking

approach to planning.

Explicit policies contribute to continuity in handling the City's financial affairs.

BUDGET MANAGEMENT AND CONTROL POLICIES

The following policies guide the preparation and execution of the 2003-2005 Financial Plan and Budget:

* Financial Plan Organization * Investments
* Budget Administration * Capital Financing and Debt Management
* General Revenue Management * Capital Improvement Budget
*  Recreation and Community Center Fees * Human Resource Management
*  Enterprise Fund Fees and Rates g Productivity Reviews
*  Other Fees and Rates * Contracting For Services
¥ Revenue * Allocating Cost of Services
¥ Appropriation Limitation * Carryover Policy
P

*  Fund Balance Designations and Reserves

Fleet Policy
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2003-2005 FINANCIAL PLAN AND BUDGET

OVERVIEW - BUDGET POLICIES AND GOALS

MAJOR CITY GOALS

The involvement of the City Council in setting major City goals is essential to the budget process. These
goals provide short termn and long term direction to staff, determine the allocation of resources and
establish priorities. These goals will provide focus to the organization-wide efforts of stafl and ensure
that the most impoitant, highest priority objectives are accomplished and, that these priorities are
communicated to the public.

The major City goals are provided in this part of the 2003-2005 Financial Plan and Budget.




2003-2008 FINANCIAL PLAN AND BUDGET

BUDGET POLICTES

FINANCIAL PLAN ORGANIZATION

Al

E.

Through its financial plan, the City will:

D

Identify community needs for essential services

Organize the activities required to provide these services.

Establish policies and goals that define the nature and level of services required.

Identify activities performed in delivering services.

Propose objectives for improving the delivery of services.

Identify and appropriate resources required to perform services and accomplish objectives,
Set standards to measure and evaluate the:

a. Output of activities

b, Accomphishment of objectives

c. BExpenditure of appropriations

The City will use a two-vear financial plan and budget concept to emphasize long-range planning and
effective management of services. The benefits of a two-year financial plan and budget are:

B3 2

L

Reinforces long-range planning

Concentrates on the development and budgeting for significant objectives
Establishes realistic schedules for completing objectives

Provides for orderly and structured operations

Promotes orderly spending patterns

The two-year financial plan and budget will establish measurable objectives and allow reasonable
time to accomplish those objectives.

The status of major program chjectives will be reported to the Council semi-annually.

The City Council will review and amend appropriations, if necessary, semi-annually.

BUDGET ADMINISTRATION

Al

City Council

The City Council is sltimately responsible to the public for the delivery and conduct of City
services and facilities. Accordingly, the Council appropriates funds to ensure the delivery of
services at the levels and in the priority established by the Council.




2003-2003 FINANCIAL PLAN AND BUDGET

BUDGET POLICIES

B. City Manager
The City Manager as the chiel administrative officer provides the City Council and Staff with
general direction in the development and formulation of the stalfs budget recommendation. This
includes: evaluating and assessing current and projected issues confronted by the City; determining
the demand for services and facilities; identifving the concemns of the voters; assessing the current
and projected financial condition of the City; and determining the final staff recommendation.

C. Finance Director/Treasurer
The Finance Director as the chief financial officer is responsible for budget development and
administration. This includes: developing and issuing the budget instructions and calendar; advising
the City Manager on budget policies, including recommended annual target funding levels for fleet
funds;: reviewing budget requests to ensure they are complete and accurate; preparing the preliminary
budget recommendation for review by the City Manager; and, publication of the approved budget.

0. Public Works Director
The Public Works Director is respensible for preparing the City’s capital improvement budget (CIB)
and the City’s Equipment Replacement Schedule (ERS). In this capacity, the Public Works Director
works closely with the Electric Utility Director to prepare an mtegrated CIB and ERS in recognition
of the unique responsibilities and scope of services offered by the Electric Department.

E. Department Directors
Department Directors are responsible for preparing their operating budget requests and capital budget
requests in accordance with the City’s budget instructions.

F. Fleet Commitiees
Fleet committees were established to serve the City Manager in all vehicle-related matters to include
budgeting, acquisition, disposition, assignments, vehicle operations, maintenance and insurance.

G. Failure to Adopt Budget
If the City Council fails to adopt the budget by July 1, the City Council may elect one of the
following courses of action until passage of a budget and the appropriation of funds: (1) Provide the
City Manager with Continuing Resolution Authority to allow continued services at expenditure
levels not greater than those levels approved in the prior year budget; or (2) Require staff to obtain
prior approval for the expenditure (disbursement) of City funds.

H. Public Record
Copies of the adopted City budget shall be public records available to the public upon request.

GENERAL REVENUE MANAGEMENT

A. The City will seek to maintain a diversified and stable revenue base to protect it from short-term
fluctuations in any ong revenue source.
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2003-2005 FINANCIAL PLAN AND BUDGET

BUDGET POLICIES

B. To emphasize and facilitate long-range planning, the City will project operating revenues for the

succeeding five years.

. The City will make all current expenditures with current revenues, avoiding procedures that balance

current budgets by accruing future revenues, rolling over short term debt or borrowing reserves of one
fund fo another.

RECREATION AND COMMUNITY CENTER FEES

A. Recreation service cost recovery goals are addressed as an integral compenent of the City’s annual

C.

comprehensive user fee analysis process. It is the City’s goal that a minimum of 30% of the total cost
of the City’s recreation and community center programs should be recovered through fees and charges
for recreation activities and the use of City facilities and equipment. In achieving this overall cost
recovery goal, the following guidelines will be used:

Cost recovery for activities directed to adults should be relatively high.
Cost recovery for activities for youth should be relatively low,

Although abihity to pay may not be a concern for all youth and senior participants, these are
desired program activities, and the cost of determining need may be greater than the cost of
providing a uniform service fee structure to all participants. Further, there is a comimunity
wide benefit to encourage high-levels of participation in youth recreation activities regardless
of financial status.

For cost recovery activities of less than 100%, there should be a differential in rates between
residents and non-residents.

These policy guidelines are sufficient in themselves n providing direction for setting the
recreation and community center fees.  Although these targets may be internally useful in
administering recreation fees, the City’s management should have as much flexibility as
possible in setting specific activity fees as long as they meet the objectives and criteria
provided above, However, the Recreation Department and Community Center will prepare
and submit a summary of internal cost recovery targets to the City Manager for various
activity categories at least annually.

Charges will be assessed for use of rooms, pools, gymnasiums, ball fields, special use areas, and
recreation equipment for activities not sponsored or co-sponsored by the City. Such charges will
generally conform to the fee support categories listed above.

The Recreation Department and Communtty Center may waive fees with the approval of the City
Manager when it is determined that an undue hardship exists or when in the best interests of the City.
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2003-2005 FINANCIAL PLAN AND BUDGET

BRUDGET POLICIES

ENTERPRISE FUND FEES AND RATES

A

The City will set fees and rates at levels which fully cover the totai direct and indirect costs
...... including operations, capital outlay and debt service..... of the following enterprise programs:
electrical, water, sewer, and transit.

The City will annually review and adjust enterprise fund fees and rates as required to ensure that they
remain appropriate and equitable; and to stem large rate increases.

OTHER FEES AND RATES

A.

Ongoing Review

Fees and rates will be reviewed and updated on an ongoing basis to ensure that they are correct and
appropriaie based on the changing needs of the community, i.€. economic concerns, social issues,
public safety.

General Concepts Regarding the Use of Service Fees and Rates
The use of fees and rates should be subject to the following general concepts:

i Revenues normally will not exceed the reasonable cost of providing the service.

b

Cost recovery goals should be based on the total cost of delivering the service, including
direct costs, departmental administration costs, and organization wide cost such as
accounting, personnel, date processing, vehicle maintenance and insurance.

3. The method of assessing and collecting fees should be as simple as possible in order to
reduce the administrative cost of collection.

4. Rate structures should be sensitive to the "market” for similar services as well as to smaller,
infrequent users of the service and the influence rates and fees have on economic
development.

5. A unified approach should be used i determining cost recovery levels for various programs

based on the factors discussed above,

Low Cost Recovery Bervices

Based on the criteria discussed above, the following types of services should have very low cost
recovery goals. In selected circumstances, there may be specific activities within the broad scope of
services provided that should have user charges assoctated with them. However, the primary source
of funding for the operation as a whole should be general purpose revenues, not user fees.

i Mamtaining and developing public facilities that are provided on a uniform, community wide
basis such as streets, parks and general purpose buildings.
2. Deelivery of social service programs and economic development activities.
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2003-2005 FINANCIAL PLAN AND BUDGE'Y

BUDGET POLICIES

D, Comparability with Other Comipunities

L. Fee surveys should never be the sole or primary criteria in setting City fees. There are many
factors that affect how and why other communities have set their fees at their levels. For
example:

a. What level of cost recovery is their fee intended to achieve compared with Lodi’s cost
recovery objectives?

b. What costs have been considered in computing the fees?

C. When was the last time that their fees were comprehensively evaluated?

d. What level of service do they provide compared with Lodis service or performance
standards?

€. Is their rate structure significantly different than Lodi’s and what is it intended to achieve?

2. Sdurveys comparing the City's fees to other communities is useful background information in

setting fees for several reasons:

a. They reflect the "market” for these fees and can assist in assessing the reasonableness of
the City’s fees.

b. If prudently analyzed, they can serve as a benchmark for how cost effective the City
provides services.

These are difficult questions to address in fairly evaluating fees among different cities,

REVENUE

"The Council recognizes that generally accepted accounting principles for local government discourage the
‘earmarking” of General Fund revenues, and accordingly, the practice of earmarking general fund
revenues for specific programs should be minimized. Approval of the following Revenue Distribution
pohicies for 2001-2003 does not prevent future Councils from directing General Fund resources to other
funds and activities as necessary.
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2003-2008 FINANCIAL PLAN AND BUDGET

BUDGET POLICIES

A, Property Tax Allocation

f.

t

T

The City’s property tax serves to provide for general municipal services as well as for debt
service, retirement obligations, public improvements and library purposes. The passage of
Prapositdon 13 on hune 6, 1978, drastically changed the method of establishing and allocating
property tax revenues for all local agencies in California. In addition to limiting annual
increases in market value, placing a ceiling on voter approved indebtedness and redefining
assessed valuations, Proposition [3 established a maximum County wide levy for general
revenue purposes of 19% of market value. Under subsequent state legislation which adopted
formulas for the distribution of this countywide levy, the City now receives a percentage of total
property tax revenues.

As discussed above, the City no longer controls the amount or distribution of its property tax. In
distributing property tax revenues between funds since the passage of Proposition 13, the
following minimum ratios for special purposes have traditionally been used based on the tax
rates that were in effect prior to the passage of Proposition 13:

Fiscal Year 1978-79 Tax Rate Per $100 Percent
Special Municipal Purposes
Library $ .30 17.86%
General Municipal Purposes 1.38 82.14%
TOTAL $ 1.68 100.00%
For 2001-2003 propetty tax revenues will be distributed proportionately to the following funds as
follows:
2002-03 2003-04
General Fund 30% 50%
Capital Cutlay Fund - General Fund 30% 30%
Library Fund _20% 20%
TOTAL 100% 100%

The distribution of property tax received on land annexed to the City will be in accordance to the
agreement with San Joaguin County,

All Gasoline Tax revenues will be used for sireet maintenance and construction activities.
Pursuant to the San Joaguin County’s local Transportation Sales Tax (Measure K), the City must
meet the “Maintenance of Effort” (MOE) requirement which is based on the annual average of the
City’s street and road expenditures funded by the General Fund fixed on a three year period.

All Transportation Development Act (TDA) revenues will be allocated to alternative
transportation programs, including regional and municipal transit systems, bikeway improvements
and other programs or projects designed to reduce automobile usage. It is expected that
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2003-2005 FINANCIAL PLAN AND BUDGET

BUDGET POLICIES

.

alternative transportation programs - in conjunction with other state and federal grants for this
purpose- will be self-supporting from TDA revenues. As available, TDA funds will also be used
for street maintenance projects.

Enterprise Fund Allocations to the General Fund

1. The goal of Proposition 4 is to lmit growth in appropriations of both state and local
government to changes in the cost of living and population in order to control spending levels.
Proposition 4 further describes the difference between "tax proceeds” and fees. Tax proceeds
are the revenue from regulatory licenses. user charges and user fees io the extent the revenue
exceeds the cost of providing the regulation, product or service. (This includes transfers from
an enterprise fund to the extent those funds exceeded the cost of providing the services).

2. As discussed above, the funds transferred from the City’s enterprise funds to the City’s general
fund are "In-Lieu of Taxes" 1o the extent they exceed the cost of services provided by general
services (accounting, personnel, legal, insurance, etc.). These taxes will be levied based on
prior year revenues as follows:

2002-03 2003-04
In-lieu of Tax - Electric 12% 12%
In-lieu of Tax - Water 12% 12%
In-lieu of Tax - Sewer 12% 12%

Special Revenue Allocations to the General Fund

Revenues the City receives for specific services (1.e. vehicle tow charges) will not be designated
for use by an individual department unless required by statute or approved by the City Council.
When required by statute (i.e. asset seizure), these funds will be first allocated to the purchase of
necessary and essential equipment and/or services prior to purchase with General Fund resources.

Grants and Donations
Council must approve applications for grants or acceptance of donations containing restrictions
that may have an impact on the budget.

USE OF COMMUNITY DEVELOPMENT BLOCK GRANT (CDBG) FUNDS

Each vear, the U.S. Department of Housing and Urban Development (HUD) awards cities
grants to carry out a number of community development activities in an effort to revitalize
nerghborhoods, foster economic development and improve community facilities and services.
Lodi recerves those grant funds in a formula-based allocation to wse to address identified
community development needs.

CDBG funds may be used for activities that include, but are not limited to:
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2003-2005 FINANCIAL PLAN AND BUDGET

BUDGET POLICIES

Acquisition of real property;
Relocation or demolition
Rehabilitation of residential and non-residential

structures;
Construction  of new public facilities and
improvements, such  as  water and sewer

Public Services, within certain limits;

Activities relating o energy conservation and
renewable energy resources; and

Providing  assistance to  profit-motivated
buginesses te carry out economic development
and job creating/retention activities.

facilities, sfreets, neighborhood centers, and the
conversion of school buildings for eligible
purposes;

i

CDBG funds must also be used to meet one of the following national objectives:
e Provide benefit to fow- and moderate-income persons, which includes the handicapped and

elderly;
s Prevent or eliminate siums or blight; or

*  Meet a specific urgent need because of existing conditions, which pose a serious and immediate
threat to the health or welfare of the community where other financial resources are not

available,

The following local objectives are identified for the aliocation of CDBG funds:

i With the exception of certain administrative costs, each proposed use of CDBG funds is
categorized as either a public service or a capital improvement/bricks and mortar project. It
is the ntent of this Budget Policy to give prionty in funding to eligible capital improvement
projects over public service-related funding requests.

2. HUID> has established guidelines that require that funds be allocated and expended in 2
timely manner. It is the intent of this Budget Policy to require that any proposed funding
request meet a readiness criterion to ensure that the funds will be used in the program vyear
that they are awarded, thereby allowing the City to remain in compliance with HUD

regulations,

APPROPRIATION LIMITATION

Al

The Council will annually adopt a resolution establishing its appropriation limit calculated in
accordance with Article XTIB of the Constitution of the State of Califormia, Section 7900 of the
State of California Government Code, and any other voter approved amendments or state

legislation that affect the City’s appropriation [imit.,

The City will strive to develop revenue sources, both new and existing, which are considered non-
tax proceeds in calculating its appropriations subiect to lmitation.

The City will annually review user fees and charges and report o the Council the amount of
program subsidy, if any, that is being provided by the General Fund or Enterprise Funds.
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2003-2005 FINANCIAL PLAN AND BUDGET

BUDGET POLICIES

FUND BALANCE DESIGNATIONS AND RESERVES

Al

.

The City should maintain fund balances of at least 15% of operating expenditures in the General
Fund as well as the Electric, Sewer, and Water Funds. This is considered the minimum level
necessary to maintain the City’s credit worthiness and to adequately provide for:

I, Economic uncertainties, local disasters, and other fmancial hardships or downturns in the
local economy.

2. Contingencies for unforeseen operation or capital needs.

3. Cash flow requirements.

The City will establish and maintain an Equipment Fund to provide for the timely replacement of
vehicles and capital equipment. This includes iterns with an individual replacement cost of
$3,000 or more. The minimum fund balance in the Equipment Fund should allow for annual
fluctuations in expenditures while maintaining a level annual transfer and allow for emergency
replacement purchases. The amnual contribution to the Fund will generally be based on the annual
"use allowance" which is determined based on the estimated life of the vehicle or equipment and
its original purchase cost. Interest earnings and sales of surplus equipment as well as any related
damage and insurance recoveries will be credited to the Equipment Fund.

The Council may designate specific fund balance levels for future development of capital projects
which it has determined to be in the best long-term interests of the City.

In addition to the designations noted above, fund balance levels will be sufficient to meet funding
requirements for projects approved in prior years which are camried forward into the new vyear;
debt service reserve requirements; reserves for encumbrances; and other reserves or designations
required by contractual obligations, state law, or generally accepted accounting principles.

INVESTMENTS

Al

Investments and cash management will be the responsibility of the City Finance
Director/ Treasurer or designee.

The City’s primary investment objective is to achieve a reasonable rate of return while minimizing
the potential for capital losses arising from market changes or issuer default. Accordingly, the
following factors will be considered in priority order in determining individual investment
placements:

Safety
Ligudity
Yield

1o
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BUDGET POLICIES

B

G.

The City will sirive to keep idle cash balances fully invested through daily projections of cash
flow requirements. To avoid forced liquidations and Josses of investment earnings, cash fiow and
future requirements will be the primary consideration when selecting maturities.

As the market and the City's investment portfolio change, care will be taken to maintain a healthy
balance of investrnent types and matuxities.

The City will invest only in those instruments authorized by the California Government Code
Section 53601. The City will not invest in stock, will not speculate, and will not deal in futures or
options. The investment market is highly volatile and continually offers new and creative
opportunities for enhancing interest earnings. Accordingly, the City will thoroughly nvestigate
any new investment vehicles prior to committing City funds to them.

Current financial staternents will be maintained for each institution in which cash is invesied.
Investments will be limited to 20 percent of the total net worth of any institution and may be
reduced further or refused altogether 1f an institution’s financial situation becomes unhealthy.

In order to maximize vields from its overall portfolio, the City will consolidate cash balances from
all funds for mvestment purposes, and will allocate investment earnings to each fund in
accordance with generally accepted accounting prnciples.

Ownership of the city’s investment securities will be protected through third-party custodial
safekeeping.

The City Finance Director/Treasurer will develop and maintain a comprehensive, well
documented investment reporiing systemn which complies with Government Code Section 53607,
This system will provide the City Council with appropriate investment performance mformation.

The City Finance Director/Treasurer will develop and maintain an Investment Management Plan
which addresses the City’s administration of its portfolio, including investment strategies,
practices, and procedures.

CAPITAL FINANCING AND DEBT MANAGEMENT

Capital Financing

Al

The City will consider the use of debt financing only for one-time capital projects and only under
the following circumstances:

1. When the project’s useful life will exceed the term of the financing,.
2. When project revenues or specific resources will be sufficient to service the long-term debt.
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2003-2005 FINANCIAL PLAN AND BUDGET

BUDGET POLICIES

Debt financing will not be considered appropriate for any recurring purpose such as current
operating and maintenance expenditures. The issuance of short-terma instruments such as revenue,
tax, or bond anticipation notes is excluded from this limitation.

C. Capital improvements will be linanced primarily through user fees, service charges, assessments,
special taxes, or developer agreements when benefits can be specifically attributed 10 users of the
facihty.

B The City will use the following criteria to evaluate pay-as-you-go versus long-term financing in
funding capital improvements:

Pay-As-You-Go

I, When current revenues and adequate fund balances are available or when project phasing can be
accomphshed.

2. When debt levels adversely affect the City’s credit rating.

3. When market conditions are unstable or present difficulties in marketing.

Leng-Term Financing

f. When revenues available for debt service are deemed to be sufficient and reliable so that long-
term financing can be marketed with investment grade credit ratings.

2. When the project securing the financing is of the type which will support an mmvestment grade
credit rating.

3. When market conditions present favorable interest rates and demand for City financing.

4. When a project is mandated by State or Federal requirements and curvent revenues and available
fund balances are insufficient.

5. When the project is required to meet or refieve service requirements.

6. When the life of the project or asset financed is 10 years or longer.

Debt Management

E. The City will not obligate the General Fund to secure long-term financing except when the
marketability can be significantly enhanced.

F. Mo more than 60% of all capital projects other than Enterprise Fund projects will be funded from
long-term financing; and direct debt will not exceed 2% of the City’s assessed valuation.

G A feasibility analysis will be prepared for each long-term financing to assess debt service on

current and fature operations, This will also include an analysis on the reliability of revenues to
support a debt service.




2003-2005 FINANCIAL PLAN AND BUDGET

BUDGET POLICIES

The City will generally conduct debt financing on a competitive basis. However, negotiated
financing may be used due to market volatility or the use of an unusual or complex financing or
secunty structure.

The City will seek investment grade ratings (Baa/BBB or greater) on any direct debt and will seek
credit enhancements such as leiters of credit or insurance when necessary for marketing purposes,
availability and cost-effectiveness.

The City will monitor all forms of debt annually coincident with the budget process.

The City will diligently moniter its compliance with bond covenants and ensure its adherence to
federal arbitrage regulations.

The City will maintain good communications with bond rating agencies about its financial
condition. The City will follow a policy of full disclosure on every financial report and bond
prospectus (Official Statement).

CAPITAL IMPROVEMENT BUDGET

A

B

Construction projects and capital purchases (other than vehicles, equipment and major computer
software acquired through the Equipment Fund and projects funded by an Enterprise Fund) which
cost more than $10,000 will be included in the Capital Improvement Budget (CIB); minor capital
outlays of $10,000 or less will be included with the operating activity budgets. Enterprise Fund
projects and major equipment purchases will be based on the capitalization practices of the
Enterprise.

The purpose of the CIB is to systematically plan, schedule, and finance capital acquisitions to
ensure cost-effectiveness as well as conformance with established policies. The CIB will be a
four-year plan organized into the same functional groupings used for the operating budget. The
CIB will reflect a balance between capital replacement projects which repair, replace, or enhance
existing facilities, equipment or infrastructure; and capital facility projects which significantly
expand or add to the City’s existing fixed assets.

BEvery capital project will have a project manager who will prepare the project proposal, ensure
that required phases are completed on schedule, authorize all project expenditures, ensure that all
regulations and laws are observed, and periodically report project status,

A CIB Coordinating Committee, chaired by the Directors of Public Works and the Electric Utility
Department, will review project proposals, determine project phasing, recommend project
managers, review and evaluate the draft capital budget plan, and report project status at least
annually to Council. The Commitiee should be made up of representative of each Department.



2003-2005 FINANCIAL PLAN AND BUDGET

BUDGET POLICIES

The Capital Improvement Budget will emphasize project planning, with projects progressing
through at least two and up to six of the following phases:

DESIGNATED - Set aside funding for future project development under "pay-as-you-go”
financing.

STUDY - Includes concept design, sife selection, feasibility analysis, schematic design,
environmental determination, property appraisals, scheduling, grant application, grant approval,
and specification preparation for equipment purchases,

ACQUISITION - Includes equipment purchases and property acquisition for projects, if
necessary.

DESIGN - Includes final design, plan and specification preparation, and construction cost
estimation.

CONSTRUCTION - Includes bid administration, construction, project inspection and
management, and closeout.

DEBT SERVICE - Installment payments of principal and interest for completed projects funded
through debt financing.

Generally, it will become more difficult for a project to move from one phase to the next. As such, more
projects will be studied than will be designed, and more projects will be designed than will be constructed
or purchased.

F.

G.

H.

Funding and related appropriation to a project account will only be made upon approval of each
phase by the City Council. Accordingly, project appropriations for acquisition and construction
will generally be approved when contracts are awarded.

Project phases will be listed as objectives in the program parratives of the Activity responsible for
the project.

Funding set aside for designated projects will lapse after three years if the project has not made
significant movement through the phases, or if the project has not been revalidated. This will
ensure funds are not tied up and are available for the timely completion of active projects. The
projects where funding set aside has lapsed will have to be resubmitted for consideration in the
next budget cycle.

HUMAN RESOURCE MANAGEMENT

A

B.

Regular authorized staffing will be fully budgeted and funded.

Staffing and contract service budget ceilings will limit total expenditures for regular employees,
temporary emplovees, overtime and independent contractors hired to provide operating and
MAaintenance services.
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2003-2005 FINANCIAL PLAN AND BUDGET

BUDGET POLICIES

. Regular empiovees will be the core work force and the preferred means to staff ongoing, year-round
activities rather than independent contractors. The city will strive 1o provide fair compensation and
benefit schedules for its authorized regular work force. Each regular employee will:

i
2.
3.

il an authorized regular position.
Be assigned to an appropriate bargaining unit or representative group.
Receive salary and benefits consistent with labor agreements or other compensation plans

To manage the growth of the regular work force and overall staffing costs, the City will follow these
procedures:

I

The City Council will authorize all regular positions except in the case of the Library which is
governed by the Library Board.

The Human Resources Department will coordinate the hiring of all employees and evaluate the
reatlocation of existing positions.

All requests for additional regular positions will include an evaluation of;

a. The necessity, term, and expected resuits of the proposed position.

b. Staffing and material costs including salary, benefits, equipment, uniforms, clerical support,
and facilities.

¢. The ability of private industry to provide the proposed service.

d. Additional revenues or cost savings which may be realized.

Periodically, and prior to any request for additional regular positions, programs will be evaluated
o determine if they can be accomplished with fewer regular employees under a "productivity
review'

Temporary employees are employees other than regular employees, elected officials, and
volunteers budgeted in hours. Temporary employees will augment regular City staffing only as
himited term employees, seasonal employees, emergency, intermittent, contract employees, and
interns. The City Manager will encourage the use of temporary employees to meet peak workload
requirements, fill interim vacancies, and accomplish tasks where less than regular, year-round
staffing is required.

Contract empiovees will be defined as temporary employees with wriiten contracts appreved by
the City Manager who may recetve approved benefits depending on hourly requirements and the
length of thetr contract. Contract employees will generally be used for medium-term (generally
between six months and two years) projects, programs, or activities requiring specialized or
augmented levels of staffing for a specific period of time. The services of contract employees will
be discontinued upon completion of the assigned project, program or activity. Accordingly,
contact employees will not be used for services that are anticipated to be delivered on an ongoing
basis.
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G,

Independent contractors will not be considered City employees. Independent contractors may be
used in two sitbations:

. Short term, peak worklead assignments to be accomplished through the use of personnel
contracted through an outside employment agency. All placemenis through an outside
employment agency will be coordinated through the Human Resources Department and
subject to the approval of the Human Resources Director.

2. Construction of public works projects and the provision of operating, maintenance, or
specialized professional services not routinely performed by City employees. Such services
will be provided without close supervision by City staff, and the required methods, skills, and
equipment will generally be determined and provided by the contractor.

PRODUCTIVITY REVIEW

The City will constantly monitor and review its methods of operation to ensure that services continue to
be delivered in the most cost-effective manner possible. This review process encompasses 2 wide range
of issues, including:

Al

G.

Maintaining a decentralized approach in managing the Citys services. Although some level of

centralization s necessary for review and control purposes, decentrahization supports productivity

by

o Encouraging accountability by delegating authority to the lowest possible level.

o Stmulating creativity, innovation, and individual initiative.

o Reducing the administrative cost of operation by eliminating unnecessary review procedures.

o Improving the organization’s ability to respond to changing needs and to identify and
implement cost saving programs.

o Assigning responsibility for effective operations and citizen responsiveness to the department.

Analyzing systems and procedures to identify and remove unnecessary review reguirements.

Evaluating the ability of new technologies and related capital investments to improve
productivity.

Investing in the City’s most valuable asset - persennel staff - by developing the skills and abilities
of all City employees, with special emphasis on first-line supervisors.

Impiement annual performance reviews and appropriate methods of recogmzing and rewarding
excepiional employee performance.

Evaluating local market service providers and other government agencies to determine whether
the service is available at a lower cost than provided by City staff.

Perodic formal review of operations on a systematic, ongoing basis.
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CONTRACTING FOR SERVICES

Al

General Policy Guidelines

i Contracting with the private sector and other government agencies for the delivery of
services provides the City with the opportunity for cost containment and productivity
enhancement.  As such, the City is committed to using private sector resources in
delivering municipal services as a key element in our continuing efforts to provide cost
effective services.

[

Private sector contracting approaches under this policy include construction projects,
orofessional  services, outside employment agencies, and ongoing operation and
MAINENANCe Services,

3. In evaluating the costs of private sector contracts compared with in-house performance of
the service, indirect, direct and contract administration costs of the City will be identified
and considered,

4. Whenever private sector providers are available and can meet established service levels,
they will be sertously considered as viable service delivery alternatives using the
evaluation criteria outhined below.

5. For programs and activities currently provided by City employees, conversions to contract
services will generally be made through attrition, reassignment or absorption by the
contractor.,

Evaluation Criteria
Within the general policy guidelines stated above, the cost-effectiveness of contract services in

meeting established service levels will be determined on a case-by-case basis using the following
criteria:

L. is a sufficient private sector market available to deliver this service?

2. Can the contract be effectively and efficiently administered?

3. What are the consequences if the contractor fails to perform, and can the contract
reasonably be written to compensate the City for any such damages?

4., Can a private sector contractor better respond to expansions, contractions, or special
requirements of the service?

5. Can the work scope be sufficiently defined to ensure that competing proposals can be
fairly and fully evaluated, as well as the contractor’s performance after bid award?

6. Does the use of contract services provide the City with an opportunity to redefine service
levels?

7. Will the contract limit the City’s ability to deliver emergency or other high priority
services?
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Overall, can the City successfully delegate the performance of the service but still retain
accountability and responsibility for its delivery?

ALLOCATING THE COST OF SERVICES
Al General Policy Guidelines

e

The City is committed to achieving efficiency by centralizing general administrative
services to the extent they serve the needs of the City as a whole and provide for greater
cost efficiency. Accordingly. general and administrative services will be charged to those
activities not financed by the General Fund by use of a cost allocation plan.

The City will develop a cost allocation plan for general government services provided the
City’s enterprise fund and special revenue fund activities in accordance with accepted cost
allocation methodology.

The cost of general govemment services will be financed by operating transfers
established in the cost allocation plan and transferred to the general fund anmually at the
time the City budget ts adopted.

The Finance Director will perform periodic reviews of the City’s cost allocation plan to
enstre the distribution of costs are made in accordance with accepted practices of the City.
‘The results will be used to project annual operating transfers.

The City will develop a cost allocation plan in accordance with Federal and State policies
to ensure the maximum allowable retumn to the City of indirect/overhead costs.

B Cest Allocation Criteria

L.

b

Costs will be allocated considering the following criteria:

*  Cause and effect - the identification of output in proportion to the service

provided.

Benetits received - the allocation of cost in relation to the benefits received.

* Fairness and equity - the allocation must be mutually satisfactory to the parties
affected.

* Ability to bear - the allocation of cost must consider the ability io pay and the
impact on the services provided.

Costs will be allocated to activities when the overall service benefits the City as a whole
but a particular cost benefit can not be shown.

The criteria for allocating costs will be included in the City budget to allow for evaluation
of the cost distribution criteria,
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CARRYOVER POLICY

The Two vear Financial Plan and Budget used by the City provided the City Council and stafl with the
opportunity to comumit operating funds to services over a two-vear tme frame rather than the traditional
one-year pertod. Under a one-year budget, appropriations lapse at the end of the fiscal vear, and favorable
budget halances are no longer available for operating expenditures except when encumbered under
contractual agreements. The two year financial plan and budget allows for the unexpended operating
budget balances to be carried forward to the second vear of the Financial Plan. To ensure fund balance
projections remain on target, any unexpended operating balances will be reduced if the actual vevenue
received is materially less than the estimated revenue projected in the Financial Plan.

The use of carryover funds from the first vear into the second vear of the Financial Plan recognizes that
the delivery of new or enhanced services often require more time to staff, equipment, organize and
implement than may be possible in a one year time period. Carryover funding for operating programs into
the second vear provides staft with the opportunity and flexibility to improve service and maintain current
operations without significant dislocation or disruptions in service delivery systems. Under this concept,
the following carryover policy will be followed:

A.  All operating budget appropriations lapse at the end of the second vear of the two-year financial plan
and budget except for funds encumbered under contractual agreement (which includes commitments
made through purchase order) for goods and services which are essential to the operation of the City
in the year for which they are encumbered.

B. Operating budgets may be encumbered to ensure adequate funding for goods and services required to
conduct City operations in the vear in which they are encumbered. Encumbrances must be evidenced
by a binding contractual agreement (including purchase orders) between the City and the party
required to deliver the goods and services. Under special conditions, requests for carryover may be
made by memorandurmn detailing the need for carryover of funds, and such a request may be
considered as an encumbrance at the discretion of the Finance Director. For carryover into the
subsequent vear, all such contracts, purchase orders, or special request must be submitted by June 15
of each fiscal year.

O

The City Manager is authorized to carry forward the unexpended and unencumbered operating
budget balances from the first year to the second year of the City’s Financial Plan and Budget and 1o
nrogram these balances for re-appropriation under the following conditions:

. The budget balances were unexpended for reasons beyond the control of the operating
department.

2. Re-appropriation of budget balances is required 1o ensure full funding of programs and services
approved by the City Council.

3. The expenditure of these funds will promote innovation, efficiency, and effectiveness in the
delivery of City services and programs.
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G.

H.

The total of all favorable variances regardless of tvpe (personnel, utilities, supplies, services, or minor
capital) are available for carryover with the approval of the City Manager, and will be aggregated at
the fund level by department. Under this approach, program overages within the department may be
offset by program shortfalls. However, in no case may departmental overages in one fund be offset
by departmental savings mn another.

The budget carryover will be accounted for in a non-departmental control account established by the
Fmance Department.

The Finance Department will provide Department Heads with a formal balance of operating funds
available for carryover by the end of the second quarter of the second fiscal year. Departments will
be able to determine a tentative balance of their carryover funds prior to that date by reviewing the
June 30 Financial Reports, However, these are unaudited numbers which are subject to change and,
as such, the carryover balances are not official until published by the Finance Department.

Department Heads may request through a Special Allocation Request that the unexpended budget
balances of their first year operating budget be reappropriated into the second year of the two-year
financial plan. All requests must justify the need for the funds in the second vear and explain why the
funds were not expended or encumbered in the year they were budgeted.

When catryover requests are approved by the City Manager, the Finance Department will transfer the
funding to the designated hne item(s) of the Department Budget as provided on the Special
Allocation Request form.

FLEET POLICY

In 1997 Council adopted the Fleet Policies and procedures which are to govern the management,
operation, acquisition and disposition of vehicles and equipment owned and leased by the City of Lodi.
Under these adopted policy guidelines, the City organized City vehicles into two fleets: General Fund
and Enterprise Fund. Fleet committees were established to serve the City Manager in all vehicle-related
matters to include budgeting, acquisition, disposition, assignments, vehicle operation, maintenance and
insurance.

Under the budget process, replacement vehicles are generally budgeted and funded in the General Fleet
Fund or Enterprise Fleet Funds. Based on projected replacement needs, the City Manager and Finance
Director recommend an annual target funding level as part of the budget process. This target funding
level helps to establish a minimum fund balance in the appropriate Fleet Funds.
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The recommended 2003-05 target funding 1s.

Cieneral Fund based on historical replacement needs
Water Fund based on replacement requests
Wastewater Fund : based on replacement requests
Electric Fund based on historical replacement needs

The target funding does net authorize specific replacements, Vehicles will be replaced based on target
funding if the replacement is justified and approved by the appropriate Fleet Management Committee.
The recommendation of the Fleet Management Committee to replace existing vehicles costing $50,000
or less per vehicle is contingent on the approval of the CM. All replacement vehicles costing more
than $50,000 require budgetary and subsequent procurement approval by the City Council.

In addition, requests to increase the size of the City fleet will be included in the regular Capital
Improvement Budget not the Capital Improvement Budget for Replacement Vehicles.




RESOLUTION NO. 2003-08

A RESOLUTION OF THE LODI CITY COUNCIL REVIEWING AND
ADOPTING THE FISCAL POLICIES AND BUDGET FORMAT FOR
THE 2003-05 FINANCIAL PLAN AND BUDGET

WHEREAS, the City adopied its first two-year budge! format with the adoption of the
1994-96 Budget; and

WHEREAS, this two-vear format includes a section containing formal statements of
financial policies; and

WHERFEAS, the format to be used for the budget document and the City’s formal fiscal
nolicies are the vital foundation on which the 2003-05 Financial Flan and Budget will be built;
and

WHEREAS, as such, the City Manager hereby recommends formal adoption of the
policies and format to provide for effective planning in the preparation and management of the
City's overall budget,

NOW, THEREFORE, BE IT RESOLVED, that the Lodi City Couneil does hereby review
and adopt the attached fiscal policies and budget format (marked Exhibit A} for the 2003-05
Financial Plan and Budget.

Dated: January 15, 2003

i hereby cerify that Resolution Mo, 2003-08 was passed and adopted by the City
Councit of the City of Lodi in a regular meeting held January 15, 2003, by the following vote:

AYES: COUNCIHL MEMBERS —~ Beckman, Hansen, Howard, and Land
NOES: COUNCIL MEMBERS ~ Mayor Hitcheock
ABRSENT: COUNCIL MEMBERS — None

ABETAIN: COUNCIL MEMBERS —~ None

SUSAN J. BLACKSTON
City Clerk

2003-08




2003-2005 FINANCIAL PLAN AND BUDGET

OVERVIEW - BUDGET POLICIES AND GOALS

OVERVIEW

The overall goal of the Citys Financial Plan and Budget is to establish and maintain effective
management of the City’s resources. Formal statermnents of budget policy and major goals provide the
foundation for effective planning. Accordingly, this section describes the basic budget policies used in
suiding the preparation and management of the City’s overall budget. This section is composed of the
following major umis:

*  Budget Management and Control Policies
*  Major City Goals

Some of the benefits to establishing financial policy include:

1. Publicly adopted policy statéiments contribuie greatly to (€' EredBility of and public confidence
in the City. For the credit rating industry and prospective investors, such statements show the
City’s commitment to sound financial management and fiscal integrity.

2. Fstablished policy saves time and energy. Once decisions are made at the policy level, the issues
do not need 1o be discussed each titne a decision has to be made.

3. The process of developing overall policy directs the attention of staff and Council to the City's
total financial condition rather than single-issue arcas. Moreover, this process requires staff and
Council to think about linking long-term financial planning with day-to-day operations.

4. As overall policies are developed, the process of trying to tie issues together can bring new
information to the surface and reveal further issues that need to be addressed.

5. Developing financial policies reinforces the Council's policy role in maintaining good financial

condition.

6. Setiing financial policies can improve the City's fiscal stability by setting a forward-locking

approach to planning,

7 Fxgﬁimt pmgms contribute to cunhnuﬁy in handling the City's financial affairs.

gl A g TR o men

BUDGET MANAGEMENT ANI? C{}N’P ROL POLICIES -

The following policies guide the preparation and execution of the 2003-2005 Financial Plan and Budget:

#  Figancial Plan Organization * Investments

*  Budget Administration * Capital Financing and Debt Management
*  General Revenue Management * Capital Improvement Budget

*  Recreation and Community Center Fees * Human Resource Management

*  Enterprise Fund Pees and Rates * Productivity Reviews

*  (ther Fees and Rates * Contracting For Services

*  Revenue * Allocating Cost of Services

*  Appropriation Limitation * Carryover Policy

*  Fund Balance Designations and Reserves * Fleet Policy
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MAJOR CITY GOALS

The involvement of the City Council in setting major City goals is essential to the budget process. These
goals provide short term and long term direction to staff, determine the allocation of resources and
establish priorities. These goals will provide focus to the organization-wide efforts of staff and ensure
that the most important, highest priority objectives are accomplished and, that these priorities are
communicated (o the public.

The major City goals are provided in this part of the 2003-2005 Financial Plan and Budget.

T SR e S e T PR e . - !
? T wE S i R e S T R

B-2



2003-2005 FINANCIAL PLAN AND BUDGET

BUDGET POLICIES

FINANCIAL PLAN ORGANIZATION

A. Through its financial plan, the City will:
1. Identify community needs for essential services
2. Organize the activities required to provide these services,
3. Establish policies and goals that define the nature and level of services reguired.
4. Identify activities performed in delivering services.
5. Propose objectives for improving the delivery of services.
6. Jdentify and appropriate resources required to perform services and accomplish objectives.
7. Set standards to measure and evaluate the:
a. Cutput of activities
“ b, Aéconiplishient of objectives
c. Expenditure of appropriations
B. The City will use a two-year financial plan and budget concept to emphasize long-range planning and
effective management of services. The benefits of a two-vear financial plan and budget are:
1. Reinforces long-range planning
2. Concentrates on the development and budgeting for significant objectives
3. Hstablishes realistic schedules for completing objectives
4. Provides for orderly and structured operations
5. Promotes orderly spending patterns
C. The two-year fingncial plan and budget will establish measurable objectives and allow reasonable
time to accomplish those objectives.
D, The status of major program objectives.will be reported te the Council semi-annually.
E. The City Council will review and amend appropriations, if necessary, semi-annually.
BUDGET ADMINISTRATION
A. ity Council

The City Council is ultimately responsible to the public for the delivery and conduct of City
services and facilities. Accordingly, the Council appropriates funds to ensure the delivery of
services at the levels and in the priority established by the Council.
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B. City Manager
The City Manager as the chief administrative officer provides the City Council and Staff with
general direction in the development and formulation of the staff’s budget recommendation. This
includes: evaluating and assessing current and projected issues confronted by the City; determining
the demand for services and facilities; identifying the concerns of the voters; assessing the cuorrent
and projected financial condition of the City; and determining the final staff recommendation.

C. Finance Director/T reasurer
The Finance Director as the chief financial officer is responsible for budget development and
administration. This includes: developing and issuing the budget instructions and calendar; advising
the City Manager on budget policies, including recommended annual target funding levels for fleet
funds; reviewing budget requests to ensure they are complete and accurate; preparing the preliminary
budget recommendation for review by the City Manager; and, publication of the approved budget.

D, Public Works Director
The Public Works Director is responsible for preparing the City’s capital improvement budget (CIB)
and the City’s Equipment Replacement Schedule (ERS). In this capacity, the Public Works Director
works closely with the Electric Utility Director to prepare an integrated CIB and ERS in recognition
of the unigue responsibilities and scope of services offered by the Electric Departrment.

E. Department Directors
Department Directors are responsible for preparing their operating budget requests and capital budget
requests mn accordance with the City’s budget instructions.

. Fleet Committees
Fleet committess were established to serve the City Manager in all vehicle-related matters to include
hudgeting, acquisition, disposition, assignments, vehicle operations, maintenance and insurance.

G. Faijlure to Adopt Budget-... =
If the City Council fails to adopt the budget by July 1, the City Council may elect one of the
following courses of action until passage of a budget and the appropriation of funds: (1) Provide the
City Manager with Continuing Resolution Authority to allow continued services at expenditure
levels not greater than those levels approved in the prior year budget; or (2) Require staff to obtain
prior approval for the expenditure (disbursement) of City funds.

H. Public Record
Copies of the adopted City budget shall be public records available to the public upon request.

GENERAL REVENUE MANAGEMENT

A. The City will seek o maintain a diversified and stable revenue base to protect it from short-term
fluctuations in any one revenue source.
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B. To emphasize and facilitate long-range planning, the City will project operating revenues for the
succeeding five years.

C. The City will make all current expenditures with current revenues, avoiding procedures that balance
current budgets by accruing future revenues, rolling over short termn debt or borrowing reserves of one
fund to anathet.

RECREATION AND COMMUNITY CENTER FEES

A. Recreation service cost recovery goals are addressed as an integral component of the City's annual
comprehensive user fee analysis process. Tt is the City’s goal that a minimum of 30% of the total cost
of the City’s recreation and community center programs should be recovered through fees and charges
for recreation activities and the use of City facilities and equipment. ' In achieving this overall cost
recovery goal, the following guidelines will be used:

i Cost recovery for activities directed to adults should be relatively high.
2. Cost recovery for activities for youth should be relatively low.

Although ability to pay may not be a concern for all youth and senior participants, these are
desired program activities, and the cost of determining need may be greater than the cost of
providing a uniform service fee structure to all participants. Further, there is a copumunity
wide benefit to encourage high-levels of participation in youth recreation activities regardless
of financial status.

3. For cost recovery activities of less than 100%, there should be a differential in rates between
residents and non-residents.

R i

4. These policy puidelines are sufficient in themselves in providing direction for setting th
recreation and community center fees. Although these targets may be internally useful in
administering recreation fees, the City’s management should have as much flexibility as
possible in setting specific activity fees as long as they meet the objectives and criteria
provided above. However, the Recreation Department and Community Center will prepare
and submit a summary of internal cost recovery targets to the City Manager for various
activity categories at least annually.

B. Charges will be assessed for use of rooms, pools, gymnastums, ball fields, special use areas, and
recreation equipment for activities not sponsored or co-sponsored by the City. Such charges will
generally conform to the fee support categories listed above.

C. The Recreation Department and Community Center may waive fees with the approval of the City

Manager when it is determnined that an undue hardship exists or when in the best interests of the City.
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ENTERPRISE FUND FEES AND RATES

A. The City will set fees and rates at levels which fully cover the total direct and indirect costs

including operations, capital outlay and debt service..... of the following enterprise programs:

electrical, water, sewer, and transit.

B. The City will annually review and adjust enterprise fund fees and rates as required to ensure that they
remain appropriate and equitable; and to stem large rate increases,

OTHER FEES AND RATES

A, Ongoing Review

Fees and rates will be reviewed and updated on an ongoing basis to ensure that they are correct and
appropriate based on the changing néeds of the community, i.e. economic concermns, social issues,
public safety.

General Concepts Regarding the Use of Service Fees and Rates
The use of fees and rates should be subject to the following general concepts:

L.

2.

Revenues normally will not exceed the reasonable cost of providing the service.

Cost recovery goals should be based on the total cost of delivering the service, including
direct cosis, departmental administration costs, and orgsnization wide cost such ag
accounting, personnel, date processing, vehicle maintenance and insurance.

The method of assessing and collecting fees should be as simple as possible in order to
reduce the administrative cost of collection.

- Rate stuctures should be sensitive to the "market” for similar services as well as to smaller,. ..

infrequent users of the service and the influence rates and fees have on economic
development.

A unified approach should be used in determining cost recovery levels for various programs
based on the factors discussed above.

Low Cost Recovery Services

Rased on the critenia discussed above, the following types of services should have very low cost
recovery goals. In selected circumstances, there may be specific activities within the broad scope of
services provided that should have user charges associated with them. However, the primary source
of funding for the operation as a whole should be general purpose revenues, not user fees.

I.

2.

Maintaining and developing public facilities that are provided on a uniform, community wide
basis such as streets, parks and general purpose buildings.
Delivery of social service programs and economic development activities.
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D, Comparability with Other Communities

1. Fee surveys should never be the sole or primary criteria in setting City fees. There are many
factors that affect how and why other commmunities have sei their fees at their levels. For

example:

a. What level of cost recovery is their fee intended to achieve compared with Lodis cost
recovery objectives?

b. What costs have been considered in computing the fees?

c. When was the last time that their fees were comprehensively evaluated?

d. What level of service do they provide compared with Lodis service or performance
standards?

. Is their rate structime significantly different than Lodi’s and what is it intended to achieve?
g Y

2. Surveys comparing the Citys fees to other communities is useful background information in
setting fees for several reasons:

a. They reflect the "market" for these fees and can assist in assessing the reasonableness of
the City's fees.

b. If prudently analyzed, they can serve as a benchmark for how cost effective the City
provides services.

These are difficult questions to address in fairly evaluating fees among different cities, .
REVENUE

The Council recognizes that generally accepted accounting principles for local government discourage the
"earmarking” of General Fund revenues, and accordingly, the practice of earmarking general fund
revenues for specific programs should be minimized. Approval of the following Revenue Distribution
policies for 2001-2003 does not prevent future Councils from directing General Fund resources to other
funds and activities as necessary.
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A

o

Property Tax Allocation

i

b

The City’s property tax serves to provide for general municipal services as well as for debt
service, retirerent obligations, public improvements and library purposes. The passage of
Proposition 13 on June 6, 1978, drastically changed the method of establishing and allocating
property tax revenues for all local agencies in California. In addition to limiting annual
increases in market value, placing a ceiling on voter approved indebtedness and redefining
assessed valuations, Proposition 13 established a maximum County wide levy for general
revenue purposes of 1% of market value. Under subsequent state legisiation which adopted
formulas for the distribution of this countywide levy, the City now receives a percentage of total
property tax revenues.

- -Ag discussed above, the City no longer controls the amount or distribution of its propesty tax. In
distributing property tax revenues between funds since the passage of Proposition 13, the
following minimum ratios for special purposes have traditionally been used based on the tax
rates that were in effect prior to the passage of Proposition 13:

Fiscal Year 1978-79 Tax Rate Per $100 Percent
Special Municipal Purposes
Library $ 30 17.86%
General Municipal Purposes 1.38 82.14%
TOTAL $ 1.68 100.00%

For 20012003 property tax revenues will be distributed proportionately to the following funds as
follows:

2002-03 2003-04
General Fund B o 50 o 50%
Capital Outlay Fund - General Fund 30% 30%
Library Fund 20% 20%
TOTAL 100% 100%

The distribution of property tax received on land annexed to the City will be in accordanee to the
agreement with San Joaquin County.

All Gasoline Tax revenues will be used for streef maintenance and construction activities.
Pursaant to the San Joaguin County’s local Transportation Sales Tax (Measure K), the City must
meet the “Maintenance of Effort” (MOE) requirement which is based on the annual average of the
City’s street and road expenditures funded by the General Fund fixed on a three year period.

All Transportation Development Act (TDA) revenues will be allocated to alternative
transportation programs, including regional and municipal transit systems, bikeway improvements

and other programs or projects designed to reduce automobile usage. It is expected that
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alternative transportation programs - in conjunction with other state and federal grants for this
purpose- will be self-supporting from TDA revenues. As available, TDA funds will also be used
for street maintenance projects.

Enterprise Fund Allocations to the General Fund

1. The goal of Proposition 4 is to lmit growth in appropriations of both state and local
governient to changes in the cost of living and population in order to control spending levels.
Proposition 4 further describes the difference between "tax proceeds” and fees. Tax proceeds
are the revenue from regulatory licenses, user charges and user fees to the extent the revenue
exceeds the cost of providing the regulation, product or service. (This includes transfers from
an enterprise fund fo the extent those funds exceeded the cost of providing the services).

2. As discussed above, the funds transferred from the City’s enferprise funds to the City’s general
fund are "In-Lieu of Taxes" to the extent they exceed the cost of services provided by general
services (accounting, personnel, legal, insurance, etc.). These taxes will be levied based on
prior year revenues as follows:

2002-03 2003-04
In-Heu of Tax - Electric 12% 12%
In-Hew of Tax - Water 12% 12%
In-lieu of Tax - Sewer 12% 12%

Special Revenue Allocations to the General Fund

Revenues the City receives for specific services (1.e. vehicle tow charges) will not be designated
for use by an individual department unless required by statute or approved by the City Council.
When required by statute (i.e. asset seizure), these funds will be first allocated to the purchase of

necessary and essential equipment and/or services prior to purchase with General Fund resowrces... . .-

Grants and Donations
Coungil must approve applications for grants or acceptance of donations containing restrictions
that may have an impact on the budget.

USE OF COMMUNITY DEVELOFMENT BLOCK GRANT (CDBG) FUNDS

Each vyear, the U.S. Department of Housing and Urban Development (HUD) awards cities
grants to carry out a number of community development activities in an effort to revitalize
neighborhoods, foster economic development and improve community facilities and services.
Lodi receives those grant funds in a formula-based aflocation to use to address identified
community development needs.

CDEBEG funds may be used for activities that include, but are not himited to:
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Acquisition of real property:

Relocation or demolition

Rehabilitation of residential and non-residential
structures:

Construction  of new public facilities and
improvements, such as water and sewer
facilities, streets, neighborhood centers, and the
conversion of school buildings for eligible

PUrposes;

Public Services, within certain limits;
Activities relating to energy conservation and
reniewable energy resources; and

Providing assistance to  profit-motivated
businesses to carry out economic development
and job creating/retention activities.

CDBG funds moust also be used to meet one of the following national objectives:
s Provide benefitto low- and moderate-income persons, which includes the handicapped and

elderly;
e Prevent or eliminate shums or blight; or

Meet a specific urgent need because of existing conditions, which pose a serious and inumediate
threat to the health or welfare of the community where other financial resources are not

available,

The following local objectives are identified for the allocation of CDBG funds:

i With the exception of certain administrative costs, each proposed use of CDBG funds is
categorized as either a public service or a capital improvement/bricks and mortar project. It
is the intent of this Budget Policy to give priority in funding to eligible capital improvement
projects over public service-related funding requests.

2. HUD has established guidelines that require that funds be allocated and expended in a
timely manner. It is the intent of this Budget Policy to require that any proposed funding

reguest meet a readiness-criterion to ensure that the funds will be vsed.in the program ysar ... .

that they are awarded, thereby allowing the City to remain in compliance with HUD

regulations.

APPROPRIATION LIMITATION

Al

The Council will annually adopt a resolution establishing its appropriation limit caleulated in
accordance with Article XIIB of the Constitution of the State of California, Section 7900 of the
State of California Government Code, and any other voter approved amendments or state

legislation that affect the City's appropriation limit,

The City will strive to develop revenue sources, both new and existing, which are considered non-
tax proceeds in calculating its appropriations subject to limitation.

The City will annually review user fees and charges and report to the Council the amount of
program subsidy, if any, that is being provided by the General Fund or Enterprise Funds,
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FUND BALANCE DESIGNATIONS AND RESERVES

A

INVESTMENTS

Al

The City should maintain fund balances of at least 15% of operating expenditures in the General
Fund as well as the Electric, Sewer, and Water Funds. This is considered the minimum level
necessary to maintain the City’s credit worthiness and to adequately provide for:

1. Feonomic uncertainties, local disasters, and other financial hardships or downtums in the
local economy.

Contingencies for unforeseen operation or capital needs.

Cash flow requirements.

B3

e

The City wili establish and maintain an Equipment Fund to provide for the timely replacement of

$3,000 or more. The minimum fund balance in the Equipment Fund should allow for annual
fluctuations in expenditures while maintaining a level annual transfer and allow for emergency
replacement purchases. The annual contribution to the Fund will generally be based on the annual
"use allowance” which is determined based on the estimated life of the vehicle or equiproent and
its original purchase cost. Interest earnings and sales of surplus equipment as well as any related
damage and insurance recoveries will be credited to the Equipment Fund.

The Council may designate specific fund balance levels for future development of capital projects
which it has determined to be in the best long-term interests of the City.

In addition to the designations noted above, fund balance levels will be sufficient to meet funding
requirements for projects approved in prior years which are carried forward into the new year;
debt service reserve requirements; reserves for encumbrances; and other reserves or designations
required by contractual obligations, state law, or generally accepted accounting principles.

Investments and cash management will be the responsibility of the City Finance
Director/Treasurer or designee.

The City’s primary investment objective is 10 achieve a reasonable rate of return while minimizing
the potential for capital losses arising from market changes or issuer default. Accordingly, the
following factors will be considered in priority order in determining individual investment
placements:

1. Safety
2. Liguidity
3. Yield
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@

The City will strive to keep idle cash balances fully invested through daily projections of cash
flow requirements. To aveid forced liquidations and losses of investment earnings, cash flow and
future requirements will be the primary consideration when selecting maturities.

As the market and the City’s investment portlolio change, care will be taken to maintain a healthy
balance of investment types and matuniies,

The City will invest only in those instruments authorized by the California Government Code
Section 53601. The City will not invest in stock, will not speculate, and will not deal in futures or
options. The investment market is highly volatile and continually offers new and creative
opporiunities for enhancing interest earnings. Accordingly, the City will thoroughly mve:stigat&

any new investment vehicles prior to committing City funds to them.

Current financial staterments will be maintained for each institution in which cash is invested.
Investinents will be limited to 20 percent of the total net worth of any institution and may be
reduced further or refused altogether if an institution’s financial situation becomes unhealthy.

In order to maximize vields from its overall portfolie, the City will consolidate cash balances from
all funds for investment purposes, and will allocate investment eamnings to each fund in
accordance with generally accepted accounting principles.

Ownership of the city’s investment securities will be protected through third-party custodial
safekeeping.

The City Finance Director/Treasurer will develop and maintain a comprehensive, well
documented investment reporting system which complies with Government Code Section 53607,
This system will provide the City-Council with appropriate investment performance information,

The City Finance Directow/Treasurer will develop and maintain an Investient Management Plan
which addresses the Citys administration of its portfolio, including investment strategies,
practices, and procedures.

CAPITAL FINANCING AND DEBT MANAGEMENT

Capital Financing

A.

The Citv will consider the use of debt financing only for one-time capital projects and only under
the following circumstances:

1. When the project’s useful life will exceed the term of the financing.
2. When project revenues or specific resources will be sufficient to service the long-term debt.
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B. Debt financing will not be considered appropriate for any recurming purpose such as current
operating and maintenance expenditures. The issuance of short-term instruments such as revenue,
tax, or bond anticipation notes is excluded from this imitation.

C. Capital improvements will be financed primarily through user fees, service charges, assessments,
special taxes, or developer agreements when benefits can be specifically attributed to users of the
facility.

D The City will use the following criteria to evaluate pay-as-you-go versus long-term financing in
funding capital improvements:

Pay-As-You-Go

{. When current revenues and adequate fund balances are available or when project phasing can be
accomplished,

2. When debt levels adversely affect the City’s credit rating,.

3. When market conditions are unstable or present difficulties in marketing,

Long-Term Financing

1. When revenues available for debt service are deemed to be sufficient and reliable so that long-
term financing can be marketed with investment grade credit ratings.

2. When the project securing the financing is of the type which will support ap investment grade
credit rating.

3. When market conditions present favorable interest rates and demand for City financing.

4. When a project is mandated by State or Federal requirements and current revenues and available
fund balances are insufficient, _

5. When the projectds required to meet or relieve sepvice requiremnents.

. When the life of the project or asset financed is 10 vears or Jonger.

Debt Management

E. The City will not obligate the General Fund to secure long-term financing except when the
marketability can be significantly enhanced.

F. No more than 60% of all capital projects other than Enterprise Pund projects will be funded from
long-term financing; and direct debt will not exceed 2% of the City’s assessed valation.

G. A feasibility analysis will be prepared for cach long-term financing to assess debt service on

current and future operations. This will also include an analysis on the reliability of revenues to
support a debt service.
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The City will generally conduct debt financing on a competitive basis. However, negotiated
financing may be used due 1o market volatility or the use of an unusual or complex financing or
security structure.

The City will seek investment grade ratings (Baa/BBB or greater) on any direct debt and will seek
credit enhancements such as letiers of credit or insurance when necessary for marketing purposes,
availability and cost-effectiveness.

The City will monitor all forms of debt annually coincident with the budget process.

The City will diligently monitor its compliance with bond covenants and ensure its adherence to
federal arbitrage regulations.

The City will maintain good communications with bond rating agencies about its financial
condition. The City will follow a policy of full disclosure on every financial report and bond
prospectus (Official Statement).

CAPITAL IMPROVEMENT BUDGET

Al

Construction projects and capital purchases (other than vehicles, equipment and major computer
software acquired through the Equipment Fund and projects funded by an Enterprise Fund) which
cost more than $10,000 will be included in the Capital Improvement Budget (CIB); minor capital
outlays of $10,000 or less will be included with the operating activity budgets. Enterprise Pund
projects and major equipment purchases will be based on the capitalization préaticés of the
Enterprise.

The purpose of the CIB is to systematically plan, schedule, and finance capital acquisitions to

-ensure cost-effectiveness-as-well as-conformance with established policies. The -CIB-will-be a

four-year plan organized into the same functional groupings used for the operating budget. The
CTB will reflect a balance between capital replacement projects which repair, replace, or enhance
existing facilities, equipment or infrastructure; and capital facility projects which significantly
expand or add to the City’s existing fixed assets.

BEvery capital project will have a project manager who will prepare the project proposal, ensure
that required phases are completed on schedule, authorize all project expenditures, ensure that all
regulations and laws are observed, and periodically report project status.

A CIB Coordinating Committee, chaired by the Directors of Public Works and the Electric Utility
Department, will review project proposals, determine project phasing, recommend project
managers, review and evaluate the draft capital budget plan, and report project status at least
annually to Council. The Committee should be made up of representative of each Departinent.
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The Capital Improvement Budget will emphasize project planning, with projects Progressing
through at Jeast two and up to six of the following phases:

DESIGNATED - Set aside funding for future project development under "pay-as-you-go”
financing.

STUDY - Includes concept design, site selection, feasibility analysis, schematic design,
ervironmental determination, property appraisals, scheduling, grant application, grant approval,
and specification preparation for equipment purchases.

ACQUISITION - Includes equipment purchases and property acquisition for projects, if
necessary.

DESIGN - Includes final design, plan and specification preparation, and construction cost
gstimation.

CONSTRUCTION - Includes bid administration, construction, project imspection “and
management, and closeout.

DERT SERVICE - Jnstallment payments of principal and interest for completed projects funded
through debt financing.

Cienerally, it will become more difficult for a project to move from one phase to the next. As such, more
projects will be studied than will be designed, and more projects will be designed than will be constructed
or purchased.

F.

the project.

Funding and related appropriation to a project account will only be made upon approval of each
phase by the City Council. Accordingly, project appropriations for acquisition and construction
will generally be approved when contracts are awarded.

Project phases will be listed as objectives in the program narratives of the Activity responsible for

e rmesMAL Dowteans T ULmdAlE TR R T e i D

Funding set aside for designated projects will lapse after three vears if the project has not made
significant movement through the phases, or if the project has not been revalidated. This will
ensure funds are not tied up and are available for the timely completion of active projects. The
projects where funding set aside has lapsed will have to be resubmitted for consideration in the
next budget cycle.

HUMAN RESOURCE MANAGEMENT

A,

B.

Regular authorized staffing will be fully budgeted and funded.

Staffing and contract service budget ceilings will limit total expenditures for regular employees,
temaporary employees, overtime and independent contractors hired to provide operating and
maintenance services.
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C. Regular employees will be the core work force and the preferred means to staff ongoing, year-round
activities Tather than independent contractors. The city will strive to provide fair compensation and
benefit schedules for its authorized regular work force. Each regular employee will:

1.

Fill an authorized regular position.

7. Be assigned o an appropriate bargaimng unit or representative group.

Receive salary and benefits consistent with labor agreements or other compensation plans

To manage the growth of the regular work force and overall staffing costs, the City will {follow these
procedures:

1.

]

The City Council will authorize all regular positions except in the case of the Library which is
governed by the Library Board. :

The Human Resources Department will coordinate the hiring of all employees and evaluate the
reallocation of existing positions.

All requests for additional regular positions will include an evaluation of:

a. The necessity, term, and expected results of the proposed position.

b. Staffing and material costs including salary, benefits, equipment, uniforms, clerical support,
and facilities.

¢. The ability of private industry to provide the proposed service.

4 Additional Tevenues or cost savings which may be realized.

Periodically, and prior to any request for additional regular positions, programs will be evaluated
to determine if they can be accomplished with fewer regular employees under a "productivity
review" . SRNPE e e i

Temporary employees are employees other than regular employees, elected officials, and
volunteers budgeted in hours. Temporary employees will augment regular City staffing only as
limited term ernployees, seasonal employees, emergency, intermittent, contract employees, and
interns. The City Manager will encourage the use of temporary employees to meet peak workload
requirements, fill interim vacancies, and accomplish tasks where less than regular, year-round

staffing is required.

Contract emplovees will be defined as temporary employees with written contracts approved by
the City Manager who may recetve approved benefits depending on hourly requirernents and the
length of their contract. Contract employees will generally be used for medium-term (generally
hetween six months and two years) projects, programs, or activities requiring speeialized or
augmented levels of staffing for a specific period of time. The sexvices of contract employees will
be discontinued upon completion of the assigned project, program or activity. Accordingly,
contact employees will not be used for services that are anticipated to be delivered on an ongoing

hasis.
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G. Independent contractors will not be considered City employess. Independent contractors may be
used in two situations:

1. Short term, peak workload assignments to be accomplished through the use of personnel
contracted through an outside employment agency. All placements through an outside
employment agency will be coordinated through the Human Resources Department and
subject to the approval of the Human Resources Director.

7. Construction of public works projects and the provision of operating, maintenance, or
specialized professional services not routinely performed by City employees. Such services
will be provided without close supervision by City staff, and the required methods, skills, and
equipment will generally be determined and provided by the contractor.

PRODUCTIVITY REVIEW

The City will constantly monitor and review its methods of operation to ensure that services continue to
be delivered in the most cost-effective manner possible. This review process encompasses a wide range
of issues, including:

Al

o

Maintaining a decentralized approach in managing the City’s services. Although some level of
centralization is necessary for review and control purposes, decentralization supports productivity

Fncouraging accountability by delegating authority to the lowest possible level.

Stimulating creativity, innovation, and individual initiative.

Reducing the administrative cost of operation by eliminating unnecessary review procedures.
Improving the organization’s ability to respond to changing needs and to identify and
implement cost saving programs. :

o Assigning responsibility for effective operations and citizen responsiveness 10 the department.

oo om oW

Analyzing systems and procedures to identify and remove unnecessary review requirements.

Evaluating the ability of new technologies and related capital investments (o improve
productivity.

Investing in the City’s most valuable asset - personnel staff - by developing the skills and abilities
of all City employees, with special emphasis on first-line supervisors.

Implement annual performance reviews and appropriate methods of recognizing and rewarding
gxceptional employee performance. :

Fvaluating local market service providers and other government agencies to determine whether
the service is available at a lower cost than provided by City staff.

Periodic formal review of operations on a systematic, ongoing basis.
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CONTRACTING FOR SERVICES
A General Policy Guidelines

1. Contracting with the private sector and other govemment agencies for the delivery of
services provides the City with the opportunity for cost containment and productivity
enhancement.  As such, the City is commitied to using private sector resources in
delivering municipal services as a key element in our continuing efforts to provide cost
effective services.

2. Private sector contracting approaches under this policy include construction projects,
professional services, outside employment agencies, and ongoing operation and
maintenance services.

3. In evaluating the costs of private sector CONtracts compared with in-house performance of
the service, indirect, direct and contract administration costs of the City will be identified
and considered. .

4. Whenever private sector providers are available and can meet established service levels,

they will be seriously considered as viable service delivery alternatives using the
evaluation criteria outlined below.

5. For programs and activities currently provided by City employees, conversions o contract
services will generally be made through attrition, reassignment or absorption by the
CONtracior.
B. Fvaluation Criteria

- Within the general peliey ‘guidelines stated-above, the cost-effectiveness of coniract services in== -
meeting established service levels will be determined on a case-by-case basis using the following

criteria:
I Is a sufficient private sector market available to deliver this service?’
. Can the contract be effectively and efficiently administered?
3. What are the consequences if the contractor fails to perform, and can the contract
reascnably be written to compensate the City for any such damages?
4. Can a private sector contractor befter respond to expansions, contractions, of special

requirements of the service?

5. Can the work scope be sufficiently defined to ensure that competing proposals can be
fairly and fully evaluated, as well as the contractor’s performance after bid award?

6. Does the use of contract services provide the City with an opportunity to redefine sexvice
levels?

7. Will the contract limit the City’s ability to deliver emergency or other high prionity
gorvices’
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g. Overall, can the City successfully delegate the performance of the service but still retain
accountability and responsibility for its delivery?

ALLOCATING THE COST OF SERVICES
A, General Policy Guidelines

1. The City is committed to achieving efficiency by centralizing general administrative
services to the extent they serve the needs of the City as a whole and provide for greater
cost efficiency. Accordingly, general and administrative services will be charged 1o those
activities not financed by the General Fund by use of a cost allocation plan.

2. The City will develop a cost allocation plan for general government services provided the
City’s enterprise fund and special revenue fund activities in accordance with accepted cost
allocation methodology.

3. The cost of general government services will be financed by operating transfers
established in the cost allocation plan and transferred to the general fund annually at the
time the City budget is adopted.

4. The Finance Director will perform periodic reviews of the City’s cost allocation plan to
ensure the distribution of costs are made in accordance with accepted practices of the City.

The results will be used to project annual operating transfers.

5. The City will develop a cost allocation plan accordance with Federal and State policies
to ensure the maximum allowable retumn 1o the City of indirect/overhead costs.

B. Cost Allocation Criteria

Lo - - [ T ST REY R AN P e T
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1. Costs will be allocated considering the following criteria:

*  (Cause and effect - the identification of output in proportion to the service
provided. :

*  Renefits received - the allocation of cost in relation to the benefits received,
Faimess and equity - the allocation must be mutually satisfactory to the parties
affected.

«  Ability to bear - the allocation of cost must consider the ability to pay and the
impact on the services provided.

Costs will be allocated to activities when the overall service henefits the City as a whole
but a particular cost benefit can not be shown.

b

3. The criteria for allocating costs will be included in the City budget to allow for evaluation
of the cost distribution criteria.
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CARRYOVER POLICY

The Two year Financial Plan and Budget used by the City provided the City Council and staff with the
opportanity to commit operating funds to services over a two-year time frame rather than the traditional
one-year period. Under a one-year budget, appropriations lapse at the end of the fiscal year, and favorable
budget balances are no longer available for operating expenditures except when encumbered under
contractual agreements. The two year financial plan and budget allows for the unexpended operating
hudget balances to be cartied forward to the second year of the Financial Plan. To ensure fund balance
projections remain on target, any unexpended operating balances will be reduced if the actual revenue
received is materially less than the estimated revenue projected in the Financial Flan.

The use of carryover funds from the first year into the second year of the Financial Plan recognizes that
the delivery of new or enhanced services often require more time to staff, equipment, organize and
implement than may be possible in a one year time period. Carryover funding for operating programs into
the second vear provides staff with the opportunity and flexibility to improve service and maintain cusrent
operations without significant dislocation or disruptions in service delivery systems. Under this concept,
the following carryover policy will be followed:

A. All operating budget appropriations lapse at the end of the second vear of the two-year financial plan
and budget except for funds encumbered under contractual agreement (which includes comunitments
made through purchase order) for goods and services which are essential to the operation of the City
in the year for which they are encumbered.

B. Operating budgets may be encumbered to ensure adequate funding for goods and services required to
conduct City operations in the year in which they are encumbered. Encumbrances must be evidenced
by a binding contractual agreement (including purchase orders) between the City and the party
required to deliver the goods and services. Under special conditions, requests for carryover may be
made by memorandum detailing the need for carryover of funds, and such a request may be

-considered as an encumbrance at the discretion of the Finance Director.. Fer carryoversinto the.
subsequent vear, all such contracts, purchase orders, or special request must be submitted by June 15
of each fiscal vear.

. The City Manager is authorized to carry forward the unexpended and unencumbered operating
budget balances from the first year to the second year of the City’s Financial Plan and Budget and to
program these balances for re-appropriation under the following conditions:

1. The budget balances were unexpended for reasons beyond the control of the operating
departinent.

2. Re-appropriation of budget balanees is required to ensure full funding of programs and services
approved by the City Council.

3. The expenditure of these funds will promote innovation, efficiency, and effectiveness in the
delivery of City services and programs.
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The total of all favorable variances regardiess of type (personnel, utilities, supplies, services, or minor
capital) are available for carryover with the approval of the City Manager, and will be aggregated at
the fund level by department. Under this approach, program overages within the department rnay be
offset by program shortfalls. However, in no case may departmental overages in one fund be offset
by departmental savings in another.

The budget carryover will be accounted for in a non-departmental contrel account established by the
Finance Department.

The Finance Department will provide Department Heads with a formal balance of operating funds
available for carryover by the end of the second quarter of the second fiscal year, Departments will
be able to determine a tentative balance of their carryover funds prior to that date by reviewing the
June 30 Financial Reports. However, these are unaudited numbers which are subject to change and,
as such, the carryover balances are not official until published by the Finance Department.

Department Heads may request through a Special Allocation Reqguest that the unexpended budgst
balances of their first year operating budget be reappropriated into the second year of the two-year
financial plan. All requests must justify the need for the funds in the second year and explain why the
funds were not expended or encumbered in the year they were budgeted.

When carryover requests are approved by the City Manager, the Finance Department will transfer the
funding to the designated line item(s) of the Department Budget as provided on the Special
Allocation Request form.

FLEET POLICY

In 1997 Council adopted the Fleet Policies and procedures which are to govern the management,
operation, acquisition and disposition-cf wehicles and equipment owned and-leased-by the City of Lodi.
Under these adopted policy gnidelines, the City organized City vehicles into two fleets: General Fund
and Enterprise Fund. Fleet committees were established to serve the City Manager in all vehicle-related
matters to include budgeting, acquisition, disposition, assignments, vehicle operation, maintenance and
insurance.

Under the budgst process, replacement vehicles are generally budgeted and funded in the General Fleet
Fund or Enterprise Fleet Funds. Based on projected replacement needs, the City Manager and Finance
Director recormumend an annual target funding level as part of the budget process. This target funding
level helps to establish a minimum fund balance in the appropriate Fleet Funds.
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The recommended 2003-05 target funding is:

General Fund _ hased on historical replacement needs
Water Fund based on replacement requests
Wastewater Fund : based on replacement requests
Flectric Fund based on historical replacement needs

The target funding does not authorize specific replacements. Vehicles will be replaced based on target
funding if the replacement is justified and approved by the appropriate Fleet Management Commitiee.
The recommendation of the Fleet Management Committee to replace existing vehicles costing $50,000
or less per vehicle is contingent on the approval of the CM. All replacement vehicles costing more
than $50,000 require budgetary and subsequent procurement approval by the City Coungcil.

In addition, requests to increase the size of the City fleet will be included in the regular Capital
Improvement Budget not the Capital Improvement Budget for Replacement Vehicles.
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MAJOR BUDGET PREPARATION MILESTONES

STAFF MEETINGS
Review of Fiscal Policies and Presentation on Bond Rating 11/19/02
Review 2001-02 Budget vs. Actual 11/26/02
Discuss Budget Calendar and Proposed Financial Strategy 102/03
Issue Budget Instructions to Departments 1/6/03
Adoption of Fiscal Policies and Budget Format 1/15/03
Discussion on City Council Goals — Special Council Meeting 1/22/03
Discussion on Status of Highest Priority Projects 2/5/03
City Manager Revenue Review 2110403
Departments Submit Budget Requests to Finance Depariment 21103
City Council Review of Revenue Assumptions 2/19/03
City Manager Review of Budget Requests 3703703
City Council Review of Revenue Assumptions 3/05/03
Discuss Significant Expenditure & Staffing Requests 3/19/03
Discuss Sigmificant Expenditure & Staffing Requests 4/02/03
Update on State Budget 4/16/03
Discuss Pund Balancd 5107103
City Council Review of 2003-05 Financial Plan & Budget 6/04/03

City Council Review of 2003-05 Financial Plan & Budget — Special meeting

Adopt Financial Plan & Budget 6/18/03




